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EXECUTIVE SUMMARY

Globa trade of beer was $6.6 hillion in 2003, an increase of 58 percent above 1997
levds. The U.S. was the largest import market, vaued a $2.7 billion, up 80 percent in
the same time period. The overdl increase in beer trade is due in part to growing demand
for low-cdorie lagers as wdl as increesng demand for high-margin, premium or
gpecidty brands in the mature markets of North America and Western Europe.  In
addition, industry consolidetion is driving supermarket and hypermarket sdes for the four
magor internationd breweries whose economies of scde ae displacing smdler loca
breweries from the market.

Totd U.S. beer exports were $175.5 million in 2003, down 45 percent compared to 1997
levels. The decline is due to U.S. brewers ether brewing overseas themsdves or
licendng their products to locd brewers as a means for cutting shipping costs.  The
export forecast for 2004 cals for a drop of 1.5 percent, or $2.6 million, compared to
2003. The top three beer markets for U.S. exports in 2004 are forecasted to be Mexico
($53 million), Canada ($48 million), and Taiwan ($16 million)

Globaly, the mgor exporters of beer are the Netherlands ($1.5 billion), Mexico ($1.2
billion), and Germany ($886 million).

While the larger labels dominate exports, traders report growing interest for U.S.
gpecidty beers.  Industry sources clam that foreign consumers, particularly in developed
markets, are becoming aware of the different types of U.S. specidty beers. U.S. speciaty
beer exporters should see increased demand over the next several years due to the
following factors

Rising consumer income and sophistication.
Congtant exposure to U.S. culture.
The rapid development and acceptance of awide variety of speciaty beers.

Foreign market interest in specidty beers may reverse the dow growth and underutilized
capacity tha resulted in mergers, consolidations, and acquistions within the U.S
indudtry.



PROSPECTSIN THE GLOBAL BEER MARKET

INTRODUCTION

The globd trade in beer reached $6.6 billion in 2003. The market has experienced a
respectable annual growth rate of nearly 7 percent during the 1997-2003 period.

Consumers in Europe and Jgpan, in addition to consuming standardized, mass marketed
lagers, are developing a taste for beers that impart worldliness and sophidtication
normally associated with craft and specidty beers.

Brewed with premium hops and yeast dtrains, craft and speciaty beers are made with 100
percent madted barley, whedat, rye, or roasted barley. Properly marketed, such beers can
make inroads in the premium import niche market, where analyss indicate a marked
propensty for consumersto increasingly favor high margin, premium brands.

PRODUCT SEGMENTATION
Theindustry classfies U.S. beersinto three distinct categories:

Lagers (American-style): Dominating the U.S. market these are brewed by
bottom fermentation at a dower rate and cooler temperature than des. Lagers
are “light in body and color, being very cean and crisp, as well as assartively
carbonated.” Lagers have mat sweetness tha is normdly light to mild with
wesk to negligible hop bitterness.

Brown Ales (American-style): These brews utilize top-fermenting yeest that
brew faster and at a warmer temperature than lagers. Colors range from deep
copper to dmost brown. American brown des have mild roasted madt
carame and chocolate flavors and aromas,

Porters and Stouts: Very dark, dmost black, these top-fermenting brews are
characterized by both highly roasted mdlt flavors and seetness."

' This report was compiled by Mariano J. Beillard, Agricultural Export Services Division of FAS.
Additional information on individual markets (e.g. retail sector, labeling requirements, tariff information,
and importer lists) is available from FAS offices overseas, or from the Agricultural Export Services
Division (AGX): Telephone: (202) 720-6343, Internet: http://ww.fas.usda.gov/agx/AGX.html.

Disclaimer: Statistics herein are not official USDA statistics unless otherwise specifically noted.

" A more comprehensive listing is detailed in Appendix B.


http://www.fas.usda.gov/agx/AGX.html

GLOBAL BEER MARKET

The globa export market for beer was gpproximately $6.6 hillion in 2003 (Graph 1).
Globa exports of beer have grown by nearly 59 percent in 2003 compared to 1997 levels
as consumers, both in the United States and &broad, increasingly demand for more
premium priced beers.

Reflecting the growing trend for premium priced and specidty niche beers have been
U.S. exports growing by $4.1 million to $175.5 million, or over 2 percent compared to
2002 levels. Growth in exports has occurred precisdy a a time when mgjor U.S. brewers
are ether licenang out their product or brewing themselves oversees. The upswing in
exports can be attributed to growing demand for premium priced U.S. beers not normaly
brewed oversess.

GRAPH 1 — GLOBAL BEER TRADE, BY VALUE 1997-2004F
(US$BILLIONS)
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Note: Forecast: FAS
Source: Global Trade Atlas.

Anayss concur that growth in a number of markets worldwide, especidly in developing
markets such as those of China and Russia, is being driven in recent years by increasing
disposable incomes, improved living standards, and the expanson of foreign investment
in the form of drategic dliances with locd brewers

The mature markets of North America, Western Europe, and Audrdia and Japan are
increesngly seeing brewers shift emphass away from volume growth to focusng on
premium beers.  Current brewer drategy focusng on premium beers is a result of
changing consumer preferences, especidly among younger consumers who ae
increasingly favoring flavored a coholic beverages over traditional lagers and dark beers.




Table 1 shows that the United States and Great Britain are large consumers of beer.
Neverthdess in per capita terms both of these countries are mid-range consumers. The
Czech Republic ranks firg with a per capita consumption of 160 liters followed by
Ireland with 158 liters.

TABLE 1: PRODUCTION, SUPPLY, AND DEMAND IN THE TOP S X GLOBAL IMPORT

M ARKETS*
(BASED ON DOLLAR IMPORT VALUES)
APPARENT PER CAPITA
PRODUCTION IMPORTS EXPORTS POPULATION

ST (MN LITERS) (MN LITERS) (MN LITERS) AL (000s) So e

(MN LITERS) (LITERS)
UNITED
STATES* 23,390.9 2537.7 287.1 25,6415 276,555 92.7
UNITED
KINGDOM 5,667.2 647.7 3194 5906.4 59,501 99.1
ITALY 1,259.2 4437 689 1,634.0 57,875 282
FRANCE 18117 480.2 2290 2,062.9 59,344 A7
CANADA* 2,3917 167.8 4381 21213 30,807 68.8
SPAIN 2,760.0 360.8 75.2 3,045.6 39,527 77.0

Note: * Calculations are based on year 2002 data. United States and Canada figures are based on 2001 data.

Source: Euromonitor.

Grgph 2 on the following page highlights globa beer exports and the percent controlled
by the United States.

Up until recently, decreassng market share for U.S. beer products could be
attributed to a strong dollar as well & increased brewing of American-brand beers
overseas. Currently the latter has gained added importance.
U.S. beer exports fel by $146 million while the overdl sze of the export market
expanded by over $2.4 hillion in 2003 compared to 1997.
U.S. imports accounted for over $1.5 hillion in 1997 and for $2.7 billion in 2003.




GRAPH 2 — U.S. SHARE OF GLOBAL EXPORT MARKET FOR BEER
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Source: Global Trade Atlas.

Demand for U.S. origin beer productsis often subject to such factors as.

Internationdl currency fluctuations that strengthen or weeken the U.S. dollar
and the competitiveness of U.S. products.

Exposure to competitive pressures by mgor U.S. brewerS overseas
subsdiaries or licensing partners.

Expanded competition from non-U.S. producers.

U.S. novety and high codts in less afluent markets hinder establishment in
markets with lower levels of disposable income.

U.S. origin beers have lost export market share to foreign competitors (from roughly 8
percent in 1997 to around 3 percent in 2003). Globd demand for imported beers was
rdatively stable from 1997 to 2000 and only started to increase again in 2001 — due partly
to increased consumer identification of imports with high qudity products which, while
more expensdve than many domestic brews, is perceived as luxury enjoyable across dl
income levels.

Indicative of this has been the inroads made among globa consumers by Mexican origin
beer. Market share has increased from about 12 percent to around 18 percent during this
time, dosng in on fird-placed Dutch beers that hold roughly 23 percent market share.




Dexpite the fact that exports from the Netherlands have grown in vaue, their market
share has remained at 1997 levels.

Industry sources indicate that besides the growth of low-cdorie “light beers’ in 2003,
another interesting development within the industry has been the developing trend in the
increase of niche and specidty bears. Andyds cite that with an emphads on the use of
naturd ingredients and traditiond brewing techniques, niche and specidty beers could
win over increasing numbers of consumers.

MAJOR BEER IMPORTING COUNTRIES

The United States is the world's largest beer importer.  In 2003, the import vaue was
dmogt $2.7 billion, an increese of 80 percent from the 1997 figure. The forecast for
imports in 2004 is roughly $2.8 hillion. Impacting imported beer demand in the 2004-
2005 period will be continued U.S. demand for premium imported lagers as more
consumers trade up to products that though more expensve than domestic brews are
neverthdess seen as being of higher qudity. Similaly in the other mgor import markets
the same phenomena is occurring accompanied by expanded consumer demand for
products that are perceived to be both fun and a break with more traditiona beer styles.

GRAPH 3 —TOP GLOBAL IMPORT MARKETSFOR BEER
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Following the United States, the next largest import markets of beer are the United
Kingdom ($494 million), Ity ($412 million), and France ($334 million). Canada with
$242 million in 2003 and Spain with $171 million follow closdy behind these markets as
other large importers. These markets have been rdatively stable from 1997 to 2002,
except the United Kingdom, which dropped dightly in 2000-2001 due to the growth of
flavored acoholic beverages and then recovered in 2003 as their novelty dackened. All
markets showed good growth in 2003.

MARKET DRIVERS
Industry sources report three significant factors influence markets:

Warm wegther.
Hedlth perceptions.
Mass-marketing campaigns.

Industry analysts aso report that mgor breweries are incressingly targeting women in
developed mature markets such as those of the United Kingdom and Belgium. A number
of mgor labes have postioned themseves as the drink of choice for women thanks to
marketing campaigns that emphasize the specid nuances of certain beers, shying away
from generic mass-marketed campaign styles focused on the younger, male consumers.

Top FIVE U.S. BEER EXPORT MARKETS

U.S. beer exports in 2003 totaed $175.5 million with Mexico and Canada as the top
destingtions.  As shown in graph 4 (following page) the top five export destinations for
U.S. origin beer in 2003 were Mexico ($52 million), Canada ($44.7 million), Taiwan
($11.4 million), Hong Kong ($9.8 million), and the Dominican Republic ($9.7 million).

U.S. exports in 2004 are forecasted to drop around 1.5 percent compared to 2003 levels,
or down by $2.6 million to about $173 million. Impacting foreign demand for U.S. beer
has been wetter, cooler weather during the northern hemisphere summer in 2004.

To an extent, key market drivers that influence the sde of beer in the United States hold
true for foreign markets, such as Canada and Mexico (eg., language, culture, geographic
proximity, and marketing practices).

The demand for imported U.S. origin beer in the Mexican and Canadian markets
boomed from 1997 to 2003.

Jgpan as an export dedtination has fdlen from $79.9 million in 1997 to
approximately $7.9 million in 2003, a drop of 90 percent.

U.S. exports of beer, while up subgantialy to both Mexico and Canada,
nevertheless dropped by $146.1 million or roughly 54 percent from 1997 to 2003.
This drop is largely attributable to increased brewing of U.S. beers under license
oversess.



GRAPH 4 — TOP EXPORT MARKETSFOR U.S. ORIGIN BEER

1997 2003
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Beer exports to Mexico and Canada have increased in recent years thanks to the North
American Free Trade Agreement (NAFTA), which diminaed tariffs on U.S. beer and
has been aboon for U.S. exports just when other good markets have declined.

Demand from Japan and Taiwan for U.S. origin beer continues to contract. This is due to
an upswing in licendang agreements between mgor U.S. and locd breweries in addition
to expanded investment by U.S. companiesin locd breweries.

Japan's decreased demand for U.S. beer is largey attributable to economic recession.
Nevertheess the Japanese External Trade Organization (JETRO) dso indicated that
wesk import demand is the result of locd production under licensng agreements of
quaity premium pae lagers by globd breweries and consumer perception of imports
being of lesser qudity than domestically brewed beer.

Despite both Japan's and Taiwan's decreased demand, imports of higher quaity beers
may expand as their economies improve and the U.S. dollar weakens. This should aso
hold true in other Asan dates as well. For example, Hong Kong, which previoudy had
been a good dedtination for U.S. beer, has shrunk by close to 66 percent in 2003
compared to 1997. Neverthdess, this market is showing signs of recovery, from a low of
$7.3 million registered in 2000 to upwards of $9.7 million by 2003.
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Table 2 shows the top U.S. beer export destinations in 2003, previous exports to these
markets, and illustrates the impact of licensng agreements in Tawan and Hong Kong.
Analysts report that imports account for 10 — 30 percent of consumption in these five
markets.

TABLE 2: TOP FIVE U.S. BEER MARKETSBY VALUE AND VOLUME (1997-2003)

Annual 2004
1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | Pereent | s
Growth $Million
(1997-2003)
Mexico | SMillion | 187 | 17.4 | 205 | 263 | 504 | 394 | 520 o -
% — | 69 | 178 | 282 | 916 | -21.8| 319
Growth
$Million | 345 | 353 | 398 | 340 | 372 | 382 | 447
CANADA 9 — | 23 | 127 | -123| 65 | 26 | 170 4 48
Growth
$Million | 352 | 280 | 196 | 166 | 154 | 143 | 1.4
TAIWAN o — | -204 | -300| -153 | -72 | -7.1 | -202 17 16
Growth
— jm illion | 28.2 | 226 | 136 | 7.33 | 947 | 916 | 978 . y
0 - - - - -
KONG o 198 | -398 | -46.1 | 201 | -32 | 67
$Million | 008 | 017 | 031 | 1.01 | 455 | 104 | 971
SOM' % — | 1125 823 | 2258 | 3504 | 1285| -66 123 s
EP. Growth . . X . . .

Note: Given the Dominican Republic’sfinancial crisis (2003 — 2004) and the disruptions caused by an active hurricane
season, expect 2004’ s end-of-year results to be off by more than 50 percent compared to 2003 results and much lower
than the historical trend would indicate. Forecast: FAS.

Source: Global Trade Atlas.

M exico

U.S. exports to Mexico by vaue have increased by 178 percent in 2003 compared to
1997 figures (Graph 5, following page). Totad sdes for 2003 hover a $52 million with a

2004 forecast of dmost $53 million.

Mexico's market continues to be dominated by pde, light-bodied lagers, leading to weak
consumer exposure to craft beers.  Neverthdess, there are possbilities for craft beer,
because U.S. origin beers dominate the Mexican import market.

Increased purchasing power by Mexican consumers will lead to expanded growth.

Growth will be fuded by dgnificant numbers of new consumers entering the
vitdly important 18 — 24 year-old age group.
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Andyss indicate that U.S. beers, especidly the premium beers, stand to benefit
from product price increases by Mexico's largest breweries.

Import consumption is driven by a combinaion of demand from upper income
consumers and touri st- specific venues.

GRAPH 5 - U.S. EXPORTSOF BEER TO MEXICO
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Note: Local import market demand is completely dominated by U.Simports. Forecast: FAS.
Source: Global Trade Atlas.

Exporter Marketing Channels—Mexico

Mexico's didribution channels, though improved dnce NAFTA’s implementation,
remain confusing to many exporters, often creating back-ups at the border.

The market's full potentid is stymied by the presence of multiple retal channels.

Various indugtry sources indicate that a sgnificant amount of the retall trade continues to
be carried out by sdewak vendors and other informa means.
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GRAPH 5A — EXPORTER M ARKETING CHANNELS— MEXICO
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Though the average consume’s familiaity with beer is limited largely to pde light-
bodied lagers, U.S. exporters of craft and specidty beers may find niche opportunities.
These opportunities reside with Mexico's touris bars, upscde restaurants, and hotels.
Other avenues to explore include the country’s hypermarkets, warehouse clubs, and even
the large liquor stores.

Some key issues to consder:

Mexican beer drinkers tend to prefer bottled beer.

Middle-and upper-class consumers increasingly prefer upscde and ditinctive
products.

An effective means for entering the market has been to place product in
upscae retail stores and restaurants and bars frequented by tourists.

Canada
U.S. exports of beer to Canada reached $44.7 million in 2003, up by amost 30 percent in

2003 compared to 1997 levels. Graph 6 illustrates the trend associated with demand for
U.S. origin beer. Canadais second only to Mexico as an export destination for U.S. beer.

13




Demand for higher priced imports reflects changing tastes and exposure to intensive
marketing and advertisng. Higher priced imports command a strong following given the
extensve marketing by importers of European and Mexican qudity premium pae lagers.

Growth in the Canadian market will center on premium and specidty dark beers
and lagers.

Geographic and cultura proximity influences the demand for U.S. origin beers.
Some stateside marketing practices can be adapted for Canada.

GRAPH 6 — U.S. EXPORTSOF BEERSTO CANADA
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Note: Forecast: FAS
Source: Global Trade Atlas.

Exporter Marketing Channels— Canada

The only legd importer of beer is the Liquor Control Board. This entity, located in each
Canadian province, imports al acoholic products and then turns them over to agents for
product promotion. Any attempt to launch products into the Canadian market must be
focused on product agents and motivating the Provincid Liquor Boards to gpprove the
import of particular beer products. For more information see the Exporter Guide written
by FAS Ottawa, available at http://www.fas.usda.gov/gainfiles/200211/145784692.pdf.

The retall sector in Canada normaly obtains the bulk of its product from a handful of key
digributors.  Also, while U.S. origin beers enter Canada with no taiff, there is a 7
percent goods and services tax assessed on FOB vdue, as wel as additiond taxes in
some provinees.

14
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GRAPH 6A — EXPORTER MARKETING CHANNELS— CANADA
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Source: USDA — FAS and Canadian Association of Importers and Exporters.

Smaller Primary Markets— Taiwan, Hong Kong, and the Dominican Republic

U.S. exports to Tawan by vaue have fdlen by over 67 percent in 2003 compared to
1997 figures. Totd imports for 2003 hover & $11.4 million with January—September
2004 imports reported a close to $12.8 million, an increase of more than 33 percent
compared to the same period in 2003 (Gragph 7). Increased competition from regiond
breweries, the take-off of licenang agreements, the presence of strong domestic brewers,
and the outbreak of SARS al contributed to declining import demand for U.S. beer.

Following the current trend Taiwan should absorb around $16 million worth of U.S. beer
imports in 2004. In addition Tawanese consumers, particular younger ones, favor light,
rich tasing beers. According to industry sources these notorioudy fickle and brand-
conscious drinkers shy away from dark beers and stouts, leaving them for the expatriate
community or locals who spent time abroad.

Other dgnificant export destinations have shown improvement.  For instance, Hong

Kong's demand for American beer imports has sabilized from its precipitous fal in the
late 1990s, by 2003 imports totded $9.7 million. The Dominican Republic has quickly
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become a good export dedtination with 2003 imports totaing roughly $9.7 million,
dthough 2004 imports through September are only a $2.5 million, or off by over 61
percent compared to the same period in 2003 (Grgph 7) due to financiad criss in the
country and a highly active hurricane season and its impact on the tourist trade.

GRAPH 7 — U.S. BEER EXPORTS TO TAIWAN, HONG KONG, AND THE
DOMINICAN REPUBLIC
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Source: Global Trade Atlas.

Though Hong Kong's demand for imported U.S. origin beers is off by 16 percent in 2003
compared to 1997, this market shows signs of dability and possble recovery. If the
current trend based on data through September 2004 holds, Hong Kong should not stray
too far away from 2003 reported levels.

Hong Kong, with its entrenched higtorica links to the West, sgnificant level of affluence,
and high urbanization remains an excdlent export dedination for U.S. beers. Hong
Kong's imported beer market stood a $72 million in 2003, of which U.S. imports
accounted for $9.7 million.

The drongest competitors for U.S. beer imports ae Mexican qudity premium pde
lagers, which controls approximately 40 percent of the imported beer market. Popular
Dutch and Danish dyle lagers are increasingly being sourced from China where they are
brewed for both domestic consumption and export.
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In the Dominican Republic, U.S. exports grew from virtudly nothing in 1997 to $9.7
million in 2003.  Notwithganding its smdl populaion, the Dominican Republic's
proximity to the United States and Puerto Rico has engendered a fondness for things
American.  Like other Caribbean markets, principa competitors for U.S. beers are
products from Mexico, the European Union, and Jamaica.

As with other Caribbean markets, projected Dominican growth will likely be lower than
forecasted given the country’s recent financid difficulties and the effects of an active
hurricane season.

EXPORT DESTINATIONS TO WATCH

In the short-term, developments in the following sdect seconday markets during late
2004 and through 2005 could be promisng for U.S. exporters. Jgpan ($7.9 million),
South Korea ($4.1 million), Aruba and Netherlands Antilles ($4.9 million), and the
Bahameas ($3.0 million).

Japan has become a secondary export destination for U.S. beer (2003 imports are down
90 percent compared to 1997), but continues to demand a fair amount of U.S. beer ($7.9
million in 2003) (Graph 8).

GRAPH 8 — U.S. EXPORT OF BEER TO JAPAN
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Source: Global Trade Atlas.

Adverssly impacting demand for dl beer has been the increasing popularity of low-
priced, low-mdt, sparkling dcoholic beverages such as happoshu). Until recently
Happoshu's popularity was due to a tax loophole that alowed its sde for about two-
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thirds the cost of beer, as well as the perception of its being a hedthier dternative. Sdes
of Happoshu should dow now with the diminaion of the tax loophole and benefit beer
sdes.

The best prospects for U.S. beer resde with beer connoisseurs.  According to industry
soecidids an effective drategy is to didribute initidly through sdected Western-gdyle
restaurants before attempting to mass market through supermarket and department store
chans.

Sources indicate that an dternative drategy entals partnering with loca  importers
digributors. For instance, importers/ digtributors have for over a decade imported Pecific
North West craft and specidty beers under their own labd, talloring these to the Japanese
market’ s taste and packaging preferences.

Starting from a small base, the other secondary export markets of South Korea, Aruba
and the Netherlands Antilles (combined), and the Bahamas have seen fair, stable growth
during the review period (1997-2003) (Graph 9).

GRAPH 9 — U.S. BEER EXPORTS TO SELECT SECONDARY M ARKETS

$Million
8

. s

: /
5 /

L\ et

' ol
0 T T T T T T T
1997 1998 1999 2000 2001 2002 2003 2004F

[#=O== South K orea === Aruba and Netherlands Antilles === Bahamas|

Note: Forecast: FAS
Source: Global Trade Atlas.

18




South Korea's demand for U.S. beer imports has recovered from its precipitous fal in
1998; by 2003 imports totaled nore than over $4.1 million or an increase of 7.8 percent
compared to 1997. The combined markets of Aruba and the Netherlands Antilles, with a
vaue of $4.9 million (2003), continue to absorb a fair amount of U.S. origin beers. The
Bahamas has seen imports of U.S. beer go from a mere $1.5 million in 1997 to over $3
million in 2003, or a 100-percent increase. Nevertheless for the idand markets actud
year-end results may be lower then forecasts given the unusudly active hurricane season
in 2004.

South Koreans consume 40 — 45 liters of beer per year compared to the 70 liters of beer
consumed on a per capita bass by the Japanese and the 20 liters per year consumed by
the Chinese. Beer sdes account for gpproximately 60 percent of al acohol sdes in
South Korea

The principa cavests associated with this market pertain to lack of variety and high
import duties on imported acoholic beverages, thus limiting the generd populace's
exposure to dternative beers.  According to industry sources consumers, especidly
younger maes prefer highly carbonated, seet lagers.

The outlook for premium imported beer products is deadily improving as younger
consumers, who tend to be better educated and better traveled than their eders, try more
imported beers. The fuson of Eastern and Western trends is leading to the rise of more
Western-dyle bars, pubs, and cafes that are popular with younger consumers, which
facilitates the distribution of imported beer products.

Importers suggest that U.S. craft and specialty beer exporters should focus on mesting
younger consumers interest for new, different tastes that bresk with tradition. Industry
andyss concur that bolder flavors and nonstandard bottles and labeling gppeal to this
population, which seeks to assert adidinct identity for itsdf.

The smal population of Aruba, the Netherlands Antilles, and the Bahamas disguises the
potentid of these makets  Proximity to the United States an dffinity for things
American, and the indbility to brew in suffident quantity create opportunities for U.S.
origin beers.

On a country-by-country basis, these idand markets represent good export destinations
for smdler exporters. For example, Bahamian demand for U.S. beer currently surpasses
Germany’s ($3 million vs. $208,000 in 2003). Bahamian import demand for U.S. origin
beer smilarly exceeds tha of the United Kingdom, which has dropped from $2.1 million
in 2002 to just under $1 million in 2003.

In the Caribbean, European and Mexican beers, as well as those from Jamaica and the
Bahamas, compete agangt U.S. origin beers. Furthermore, beer industry specidigts
indicate that the full impact of foreign bears in this market may actudly be going
underreported since for example European globa brewers have operations or sgnificant
stakesin local breweries.
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CONCLUSIONSAND OUTLOOK

According to trade sources, opportunities exist for U.S. beers in the $3.1-hillion dollar
import market. Best U.S. export markets in 2003 are Mexico ($52 million) and Canada
($44.7 million), and will remain 0 for the foressesble future. These degtingtions show
deady risng demand for U.S. beer. Consumer familiarity with U.S. beers will facilitate
new opportunities.

Importers believe that demand for qudity craft beer is poised to take off as the beer
industry becomes more consolidated, a tendency that is eéiminaing many traditiond
brands in large foregn markets. Smdler U.S. breweries may wdl profit from this trend.
The export of certain craft and specidty beers reminiscent of locd favorites will alow
U.S. exportersto fill that demand.

Internationd markets vary. For example, Germany remans highly parochid in its
preferences, often preferring loca brews that are increesingly costly to produce and
market. Other markets, such as the Czech Republic with a per capita consumption of 160
liters per year, reman highly price sengtive. Even Ching, the second largest consumer
market, continues to be driven largely by volume sdes of inexpensive beer.

Success often hinges more on catering to niche markets, such as beer connoisseurs,
young image conscious drinkers, and consumers whose preferences for low volume, old-
fashioned brews are not profitable for the larger brewers. Smaller exporters should focus
on medting consumer demand for an dternative to standard mass-produced and mass-
marketed lagers.

As with mogt exports, freight costs and customs duties impact competitiveness.  Some
exporters consequently concentrate on a couple of markets and ship usudly only four —
gx 40-foot containers per year. Successful market development for U.S. exports is
possible with the right combination of locd partners, niche market focus, and patience.
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APPENDIX A: OVERVIEW OF BEER

What |sBeer?

For the purist, beer is brewed either by adhering to the Bavarian Purity Law of 1516
(Reinheitsgebot), and thus only contains water, barley, and hops (later additions were
yeas and barley mdt), or is brewed with the help of additiona (nontraditiona) adjuncts
such as rice or corn. These adjuncts, according to the Stone Brewing Company, are
utilized essentidly to make beer “lighter and less aggressve in flavor” so as to be more
marketable to awider audience.

Additiondly, beers will vary by raio of ingredients, brewing temperature and technique,
acohol content, aging time, color, aroma, and taste.

Mos commercid beers (eg., pilsner/lagers) will normdly be a their optimum within 120
days of leaving the brewery, assuming they have been kept a the proper temperature.
However, darker heavier beers will tend to travel better and store longer. These factors
need to be kept in mind by smdl-to medium-sze beer exporters when trying to develop
overseaes markets for their products. The effectiveness of the distribution network in
getting the product to the end user while ill at its optimum, the product’s packaging, and
its price, will dso be variables factored into a purchasar’s assessment of the vaue versus
the qudity of the product.

The larger brewers in most markets focus on differentiation as a means of creating and
maintaining consumer preferences for ther particular labes.  Smdler breweries can
satisfy demand for those specidty beers, which the mgor brewers find cost-prohibitive to
brew.
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APPENDIX B: ALESAND BEERSBREWED IN THE UNITED STATES

The multitude of beers avalable to the public will vary by country, region, brewing

technique, and quantity and qudity of hops utilized, and yeast drain.

For a technicd

breskdown of the different beer styles currently produced in the United States, see the

Association of

Brewers 2003

Beer

Syle

http://www.beertown.or g/feducation/pdf/beer styles 2003.pdf.

Guidelines a

Alesand Beers Brewed in the United States

Ales Portersand Stouts Wheat Beers
» Barley Wine » Golden or Blonde Ale » Brown Porter Belgiumstyle (Wit)/
> Belgiumstyle » IndiaPale Ale (Imperid » Robust Porter Wheat
(Flanders, Dubbel, or Double) Berliner-style Weisse
Tripd) » Kolsch Hefeweizen
» Belgium Lambic > Old Ale » Classic Irish-style South German-style
(Gueuze/Fruit) > Pale Ale (Belgium, Dry Stout Kristal
> Bitter Ale English, and American) | > Foreign-style Stout South German-style
» Brown Ale or Nut » Red Ale (Irish, Imperial » Imperia Stout Dunkel
Brown Ale (American, or Double, American/ » Specialty Stout South German-style
English, and German) Amber) » Sweet Stout Weizenbock
» Cream Ale » Scotch Ale Weisse/Weissebier,
» French-style Biére de » Strong Ale Weizenbier
Garde » Summer Ale White Beer or White
» French-Belgium Saison Ale
Lagers Bocks Others
» American Lager > Dry Lager » Doppelbock Australasian or

» American-style Light
Lager
» American-style “Light”
Amber lager
» American-style Amber
Lager
» American-style
Premium Lager
» American Ice Lager
» American-style
Mé&rzen/Oktoberfest
» American Dark Lager
» Dortmunder European-
style Export lager

» European Low Alcohol
Lager/German licht bier

» Mincher-style Helles

> Pilsener (American,
Bohemian, European,
and German-style)

» Vienna-style Lager

» German-style
Méarzen/Oktoberfest

> European-style
Dark/Muinchner Dunkel

> German-style
Schwarzbier

» Bamberg-style
Rauchbier Lager

> German-style
Eisbock

» German-style Helles
Bock/Maibock

> Traditional German-
style Bock

Tropical-style Light
Lagers

Dry Beer (Japanese)

Monastery/Abbey and
Trappist Beers

Non-Alcoholic Beer

Steam Beer

Source: Association of Brewers, the Beer Advocate, and Epinions.
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APPENDIX C: BREWERY CLASSIFICATION AND DESCRIPTION

Brewery Classification and Description

Brewery Classification

Operational Description

Microbrewery

Smdl American breweries that produce less than 15,000
barrels (465,000 gallons) of beer per year.

Regional Brewery

Breweries that produce from 15,000 to 2 million barrds of
beer per year.

Contract Brewing
Company

Normaly hires a brewery to produce its beer. The contract
brewing company, however, will retan control over the
marketing, sae, and distribution of the beer.

Regional Specialty
Brewery

Primarily produces an al malt or specidty beer.

Source: Association of Brewers.
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APPENDIX D: BEER INGREDIENT DESCRIPTION

Beer Ingredient Description

Ingredient

Description

Water

As abeer’s principal ingredient, the quality of water utilized in the brewing process is of
fundamental importance. The dissolved mineral content in the water as well as the water’s
pH, significantly impact the beer’ staste.

U.S. breweries seeking to penetrate a specific market may wish to tailor the levels of
Cacium Sulfate (gypsum), Cacium Chloride, Sodium Chloride (table sdt), and
Magnesium Sulfate (Epsom salt) utilized in their brewing water to that market’s particular
preferences.

Malts

Beers such as pale ales, porters, and stouts are crafted from malted grains. According to
the Association of Brewers, all grain brewing involves mashing base malts. Nevertheless
un-malted grains such as oats, wheat, and/or roasted barley can also be used in the
brewing process.

The use of adjuncts, such as rice and corn, is utilized to generate fermentable sugars
without imparting flavor or adding body to the beer. The use of adjunctsin place of malts
or malt extract produces athinner, less flavorful product.

Hops

Hops are cultivated flowers (humulus lupulus) used for preservative and flavoring
characteristicsin beer. Thehops' bitterness counters the rich sweetness of the malt.

Hops can be added at the beginning of the boil (bittering hops), providing the bitterness
necessary to counter the malt’s sweetness, or can be added toward the end (finishing hops)
of the boil processin order to add flavor and aroma.

Different types of hops give beers their distinct flavors and aromas (e.g., cascade hops
give American pale ale a citrus-like quality). For alist of some of the varieties of hops
being grown in the United States and the particular characteristics that they impart see,
http:/imww.uvm.edu/~passperry/hopvar shtml.

Y east

Y easts are single-celled microorganisms that play a critical role in beer brewing. They are
responsible for converting fermentable sugars found in malt into both ethanol (alcohol)
and other by-products such as carbon dioxide. For other possible flavor compounds
produced during fermentation see, http://www.beer advocate.com/beer/101/yeast.php.

The two major classes of yeast associated with the brewing industry are ale and lager. The
former is atop-fermenting yeast that is able to ferment at warmer temperature ranges (55 —
75 degrees Fahrenheit/ 13 — 24 degrees Celsius). The latter is a bottom fermenting yeast
that ferments within a colder temperature range (32 — 55 degrees Fahrenheit/ 0 — 13
degrees Celsius).

The final flavor of beer depends on the quality of malt, type of hops, water, the strain of
yeast, and the temperature at which fermentation occurs.

Source: Association of Brewers, Pyle, Norm, and the Beer Advocate.
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APPENDIX E: USEruL WEB SITES

BUREAU OF ALCOHOL, TOBACCO AND FIREARMS ALCOHOL
IMPORT/EXPORT BRANCH
http://mww.ttb.gov/alcohol/info/interrel.htm

ASSOCIATION OF BREWERS
http:/iMmww.beertown.or g/

THE BEER ADVOCATE
http://beer advocate.com/

USDA — FOREIGN AGRICULTURAL SERVICE
http://www.fas.usda.gov/

U.S. TRADE EXPORTS - BICO COMMODITY AGGREGATIONS
http://www.fas.usda.gov/ustrade/lUSTExBI CO.asp?Ql =
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